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the CPA
practitioner

DECEMBER 1978

An AICPA publication

for the local firm

SHOULD YOU BE AUDITING FEDERAL PROGRAMS?
Many laws and federal agency regulations require
that grantees and recipients of government monies
establish records and systems, and maintain in
ternal control procedures, and that financial
audits be performed, all in accordance with gen
erally accepted accounting and auditing stand
ards. This has resulted, during the past 10 years,
in the increasing involvement of CPAs in public
practice in providing audit and advisory services
to the federal government.
Specific guidelines have been published for the
financial management and control of more than
1,000 categorical grant programs that are admin
istered by some 50 federal departments, agencies
and commissions. More recently, additional ef
forts to ensure that public funds allotted for these
programs are spent in an efficient and effective
manner have expanded traditional financial audits
into more complex operational ones. These devel
opments place new responsibilities on the audi
tors.
So, it is not a lack of opportunity that is the
basic problem for the local practitioner wishing
to enter the federal government audit market
place. Rather, it is the need to obtain timely infor
mation concerning participation requirements for
government audit and advisory services engage
ments. In this regard, the following information
should be helpful.
A federal contract represents a binding relation
ship obligating the seller to provide property or
services in exchange for payment. As a matter of
policy, most purchases and services are procured
on a competitive basis and usually involve the
following two types of solicitation.
□ Request for proposal (RFP). A contract
selection made on the basis of the technical
ability of the proposer, price being a secon
dary factor.
□ Invitation for bid (IFB). Usually granted to
the lowest bid obtained by the government,

with technical considerations not normally
a prime factor.
After an agency has awarded an RFP or IFB,
negotiation will continue on such material con
tract terms as price, delivery schedule, technical
approach, contract performance or type of con
tract.
The type of federal contract varies depending on
such factors as the amount of risk accepted by the
agency or by the practitioner, the ability to estab
lish a reasonable price for service and knowledge
of the level of effort or the quality of labor and
materials required.
The type of contract, as well as the initial con
tract bid or proposal, should be carefully studied
and all instructions consulted before any action is
taken. Nothing should be assumed.
There are three basic types of professional
services that CPAs can offer the government. These
are
□ Financial audits. In performing these, stan
dard audit techniques may be used in con
junction with special agency audit guide
lines.
□ Compliance audits. Performed to determine
the extent of a program’s adherence to gov
ernment policies, regulations and proce
dures.
□ Advisory services. Could include tasks such
as designing and installing management in
formation and cost accounting systems, tech
nical assistance engagements, and organiza
tional, feasibility and personnel studies.
Most federally funded programs are potential
users of one or more of the above services, and it
is important for a CPA firm to determine the type
of engagement that it is interested in and capable
of performing.

See Annual Index pp. 7-8.
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Once this has been established, the next step
is to find timely information on available govern
ment contracts. This can be obtained from the
following sources:
□ Commerce Business Daily (CBD). The single
most important source of information on
government contract proposals and awards
and on the services that various agencies
plan to procure. It provides a general de
scription of proposed contracts including
size, location and bidding limitation.
Procurement contracts under $10,000 are
not required to be listed in the CBD so direct
contact with federal agencies is necessary.
Also, the CBD must be reviewed frequently
because most contract awards have a strict
timetable.
The CBD is distributed daily by the Com
merce Department and is available from the
U.S. Government Printing Office, Washing
ton, D.C. 20402 for $105 per year (first class
mail). Checks should be made payable to
the Superintendent of Documents.
□ Catalog of Federal Domestic Assistance Pro
grams. Provides details on every federal as
sistance program in operation, including the
name of the sponsoring agency and where to
write for further information. It is a great
help in locating the programs best suited to
your firm’s capabilities. The catalog is pub
lished annually and is available from the U.S.
Government Printing Office (see address
above) at a cost of $20.
□ Directory of Federal Audit Organizations.
Provides a listing, by agency, of the audit
units that administer federal programs. The
names and addresses of key personnel are
furnished and information on regional of
fices is included. The directory is published
annually and is available upon request from
the U.S. General Accounting Office, Wash
ington, D.C. 20548.
□ Federal Information Centers. Serve as local
clearing houses for information on the fed
eral government. They can offer valuable
assistance in locating audit program per

sonnel in the regional offices of the various
agencies and can help you determine which
agencies contract solely from their national
offices and which ones procure audit engage
ments on a regional basis. Local FIC offices
can be found in the white pages of your tele
phone directory under "U.S. Government.”
□ AICPA Washington Report. A weekly news
letter that highlights the latest developments
in Washington and includes information,
such as agency regulations, audit procedures
and proposed legislation, that can direct
your attention to potential audit engage
ments.
The Washington Report is published by
the AICPA’s Washington office, and the cost
of a one-year subscription to Institute mem
bers is $30. For more information, contact
the Washington office at (202) 872-8190.
Once a potential opportunity has been identi
fied, an RFP or IFB must be ordered from the ap
propriate government agency. This must be done
without delay because many agencies and depart
ments have strict time limitations for submitting
responses.
The RFP or IFB should be studied carefully
bearing in mind that this is a formal offer to pro
vide services at the price indicated by the bidding
contractor under terms set forth by the federal
government. A review of the RFP or IFB will indi
cate the work to be performed and the regulations
that must be followed. This will be helpful in
judging your firm’s capability to fulfill a contract.
In preparing a response to an RFP or IFB, the
bidding contractor should demonstrate his under
standing of the nature and scope of the required
work and of the recordkeeping requirements. The
firm’s and its staff's credentials and cost and price
information must also be supplied. All of this ma
terial should be assembled and submitted in strict
accordance with the stated requirements.
There are a few other audit requirements and
standards that you should know about. In partic
ular, a potential contractor should have a working
knowledge of the General Accounting Office pub
lication titled Standards for Audit of Govern
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mental Organizations, Programs, Activities and
Functions, commonly referred to as the GAO
"Yellow Book."
The contracting agency or department may also
have audit guides for conducting the type of work
being bid for, and these are usually provided to
the potential contractor along with the RFP or
IFB. In addition, Commerce Clearing House has
recently begun a new two-volume reporting ser
vice titled Federal Audit Guide which is a com
pilation of audit guides and special requirements
for audit coverage of various federally-assisted
programs.
Another important reference work is Federal
Financial Management: Accounting and Audit
Practices. This was written by Cornelius E. Tier
ney, CPA, and is published by the AICPA’s federal
government division. It provides a general over
view of the federal government’s financial policies
and practices and includes information on ac
counting and auditing for appropriations and
expenditures. This book is available from the
AICPA at a cost to members of $13.20.
Many small accounting firms are reluctant to
enter the federal government audit marketplace
because of the mistaken belief that only larger
firms can handle the complex contract specifica
tions.
But, in actuality, there are government con
tracts available on the local and regional level that
can readily be fulfilled by the local practitioner.
Knowing how to go about identifying and respond
ing to such proposals by federal agencies can lead
to expanded economic opportunities for firms of
all sizes.
-by Steven Woolf and Susan Retter
of the Institute’s federal legislative
affairs division, Washington, D.C.

Practitioners who would like further informa
tion concerning participation in these programs
should contact the Washington office at (202)
872-8190.

Logos
An increasing number of practitioners are becom
ing interested in developing a unifying identity to
their firm’s stationery and other printed materials
(the one-firm concept), and many have asked the
AICPA management of an accounting practice
committee for suggestions on how this can be
done.
To assist in responding to these requests, the

committee would like to ask practitioners who
have such material—client and recruiting bro
chures, business cards, client newsletters and
logos, etc.—to share it with others through an
exchange program administered by its staff.
In order to do this, it would be helpful
□ If firms send copies of their brochures and
other printed material to the Institute.
□ If a price is set on any material, for the firm
to state the amount when the material is
sent in.
□ To know if an outside agency prepared the
material.
When a request is received, the MAP committee
staff will
□ Distribute the names of firms that have de
veloped particular types of material to in
terested parties.
□ Suggest that the firm requesting material
get in touch with the issuing firms directly
for copies.
□ Suggest that the firm requesting material
reimburse the firm providing it.
The major function of the MAP committee is
to promote the exchange of practice management
information among practitioners. The committee
encourages practice units to participate in this
exchange program and thanks you for your co
operation.
Please send material and requests for informa
tion to Nancy Myers, director, member relations
division, AICPA.

About That Carryover-basis Worksheet
As part of the Revenue Act of 1978, Congress post
poned the effective date of the carryover-basis pro
visions of the Internal Revenue Code so that they
will only apply to property passing from dece
dents dying after December 31, 1979.
This deferral, without any corrective action,
was unpopular with many legislators and with
President Carter who, apparently, believed that
carryover-basis “closes a loophole." To satisfy
those concerns, early congressional consideration
of corrective measures necessary to make carry
over-basis work has been promised.
A number of our readers pointed out errors in
the carryover-basis worksheets published in the
August 1978 issue of the Practitioner, and we sub
sequently undertook to run corrections in a future
edition.
But, because of the postponement of the effec
tive date of the carryover-basis provisions and the
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strong possibility of further action being taken by
Congress, we will defer publishing corrections
for the time being.
We will, however, keep a weather eye on Wash
ington and let our future course of action be
guided by developments there.
-Editor

How to Keep on Top
The Revenue Act of 1978, signed by President
Carter on November 6, 1978, has resulted in
changes in the tax laws that have a significant
impact on the profession, particularly in the areas
of tax preparation and planning for individual and
business clients.
In order to help CPAs better understand and
apply the new laws, the Houston chapter of the
Texas Society of CPAs has developed and is co
sponsoring with the AICPA’s CPE division a new
one-day program, “Revenue Act of 1978.” Some
of the major affected areas that it covers are:
taxation of capital gains, tax preference items,
residences, corporate and individual tax rates,
exemptions and credits, investment credits, ex
tension of “at risk” rules, subchapter S changes
and entertainment facilities. Certain provisions of
the Energy Act of 1978 are also included in this
course.
Please contact your state society for informa
tion on presentation dates and locations.
Also available in early December is an AICPA
prepared self-study course, “Highlights of the 1978
Tax Law Changes.” This program is a quick and
effective way to learn how the more significant
changes, including those listed above, will affect
your tax preparation and tax planning work. The
materials consist of a coordinated cassette tape,
a workbook and a reference book.
Another AICPA course, “Corporate Income Tax
Returns Workshop,” has been supplemented to
reflect major changes in the new tax law that affect
subchapter S corporations (now allowed 15 share
holders), small business corporation stock, cor
porate rate reduction and corporate alternative
capital gains tax. Other areas covered include ex
tension of low income housing amortization pro
vision, increase in tax liability, limitation for in
vestment credit, entertainment facilities (no busi
ness deduction will be allowed for any expenses
incurred with respect to an entertainment facil
ity), targeted jobs, tax credit and simplified re
tirement plans.

The AICPA's "Individual Income Tax Work
shop” also contains additional up-to-date material.
Important new provisions covered are: increase
in long-term capital gains deduction for individual
taxpayers, expiration of the alternative tax on
long-term capital gains, changes in tax preference
items, exclusion of the first $100,000 capital gains
on sale of principal residence for taxpayers 55 or
older, a new alternative minimum tax, increase
in personal exemption, refundable earned income
credit, changes in tax rate structure and increases
in zero bracket amounts.
For more information on these courses, please
contact the AICPA CPE marketing division at
(212) 575-5696.

More Uses for Old Ideas

In the December 1977 issue of the Practitioner,
we published an article describing the Public
Accountants’ Users' Services, Inc. Since then,
Richard D. Flemings, president of the cooperative,
tells us the organization has continued to grow,
offering new and expanded services in a larger
number of states.
The co-op recently signed a contract with an
Eastern company supplying stationery and printed
materials to accountants in many states. Under
this contract, the co-op will receive rebates of
10 percent to 15 percent based on members’
combined volume. In addition, the contract with
Digitax, Inc. for processing income tax returns
has been expanded to 8 more states and currently
embraces a total of 17.
Mr. Flemings says that the co-op’s volume base
is large enough now so that any additional volume
is going to flow through significantly higher rebate
brackets—one example where higher brackets are
a good thing.
Further information on the co-op can be ob
tained from Richard D. Flemings in Tampa,
Florida.

Handy Helpers for Busy Accountants
Samuel M. Fisher and Company say that nine new
pennies weigh exactly one ounce—a handy way
to test your postal scale. Also, a dollar bill is six
inches long—handy if you don’t have a rule.
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Client Evaluation

Usually, a large part of a CPA firm’s new business
originates from existing satisfied clients that
□ Require additional services at current levels
of business.
□ Produce additional fees through the growth
of their businesses.
□ Help the practice grow through referrals.
Of course, not all clients are ideal in this respect
and a few, for a variety of reasons, may cause most
of the client relations and practice management
problems that arise.
It's a good idea for a CPA firm to try to upgrade
its client roster. To do this, an evaluation proce
dure should be established to identify desirable
clients (those that will help the firm meet its
goals), to upgrade some and eliminate others.
But, before you can begin to eliminate bad
clients, you must first consider your own firm’s
philosophy; i.e., you must get the owners together
to consider and agree on what constitutes a good
client.
For example, if yours is a growth-oriented firm,
a good client will be a growth client. If you spe
cialize in tax, auditing, MAS or an industry, a good
client will be one that needs those specialties. You
must consider the client's interests too.
Is your firm right for some of them? Are you all
moving in the same direction?
An interesting by-product of the process of de
termining a good client is the insight gained into
whether or not the partners agree on what con
stitutes a good client. The partners might all be
going their separate ways and this procedure
creates a platform for them to reconcile any dif
ferences and promotes the one-firm concept.
You must then decide how you will evaluate
your clients. Our answer was to reduce the process
to accountants’ language, i.e., to develop a form
with numbers on it. We decided too that the best
people to give the tests are those with the billing
responsibility, provided they know the clients
best.
The process involves the use of certain criteria.
In our firm, the following seven areas are deemed
important:
□ Value of services rendered. To determine
how well the client understands and values
the work performed by the firm.
□ Development potential. Based upon the con
cept that growing clients offer more poten
tial to the CPA firm than static ones.
□ Client cooperation. Takes into consideration
whether or not a client has data ready on

time, is open-minded regarding our sugges
tions and keeps in contact over major busi
ness decisions.
□ Economic stability. A successful business
will usually have adequate cash flow to
handle its obligations. This criterion deter
mines a client’s ability to pay and the risks
involved in providing services to that client.
□ Timeliness of payment. Benefits the CPA
firm, is a good indication of the client’s gen
eral business practices and reflects how well
the client meets the first four criteria.
□ Liability exposure. Our estimate of the risk
of a possible lawsuit as it applies to that
particular client. There may be cause for
concern if the client has heavy credit lines,
is thinly capitalized and is always having
legal hassles.
□ Beats drum for us. A good client is one that
is pleased with our services and lets others
know about it.
The actual evaluation system consists of a form
(see exhibit below) with the selected criteria
listed in sequence with space to the right to nu
merically rate each client on each point.
Three of the criteria are given a heavier weight
ing in the evaluation procedure (except in the low
est rating category) because we think they repre
sent traits of a better client. Since we have as
sumed seven criteria to be important, a perfect
client would receive 47 points under this system
and a poor one only seven points.
Of course, there is nothing magical about these
criteria or the weightings assigned to them. They
just happen to suit our definition of a good client.
Other practitioners will probably select entirely
different criteria, have more or less of them, as
sign different weightings to them or assign none
at all. The choice is completely arbitrary.

Client Evaluation Form
Client
Evaluator
Date
Occupation____ ________________________________

Value of services
to the client
Development potential
Client cooperation
Economic stability
Timeliness of payment
Liability exposure
Beats drum for us
Total rating

1
1
1
1
1
1
1

3
2
3
3
2
2
2

5
3
5
5
3
3
3

7
4
7
7
4
4
4

9
5
9
9
5
5
5
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There are several avenues open to the practi
tioner after the evaluation is completed. For ex
ample, you could
□ Do nothing. At least you will have deter
mined your definition of a good client.
□
Eliminate the bad clients.
□ Attempt a reconciliation. If you do this, you
must tell the client what is wrong, come to
an agreement on the changes to be made and
follow up on them.
It is important to write things down. In
our firm, we write to the client informing
him that our business relationship does not
seem to be beneficial, and we will terminate
it unless we hear from him within a set
period of time.
This procedure has worked well for us. When
we first tried it four years ago, 18 clients failed the
test. Eight of these are now good clients, and we
helped some others make alternative arrange
ments for accounting services.
We take a hard look at the bottom 10 percent
of our client roster each year based on this evalu
ation form. We also make a point of writing an
appreciative note to the top 10 percent. It’s good
client relations.
There can be a positive impact on the staff as
well. Generally, our staff members are pleased that
we don’t take on or keep bad clients—it builds an
image of a quality firm.
You must consider the possibility that the client
may not be to blame for all of the problems. For
example, if you have 20 write-downs and the same
partner-in-charge on all those accounts, perhaps
the clients were not billed properly. And it could
be the firm’s fault if clients do not have material
ready on time. They might not have been told.
Also, clients should be evaluated to some extent
before you take them on. The same questions
used in evaluating existing clients can be asked
of prospective ones to determine if they fit your
firm's philosophy.
While you can generate considerable goodwill
by performing services free of charge for charities
or a body such as a chamber of commerce, these
nonpaying clients should be evaluated. This way,
you can keep tabs on the results of your endeavors
to make sure that your time is well spent.
Client evaluation has worked well for us, and
we suggest other practitioners try it. Eliminating
or upgrading a few undesirable clients may reduce
your problems enormously and allow more time to
be spent with high-quality, productive ones.
-by James W. Grimsley, CPA
La Junta, Colorado.

IRAs and All That
In one segment of a booklet explaining the various
provisions of the Revenue Act of 1978 to its clients,
Main Lafrentz & Co. touches on several changes
that pertain to Individual Retirement Accounts
(IRAs).
For example, the firm points out that now, for
taxable years after December 31, 1977, the due
date for IRA contributions will be the due date
(including extensions) for filing the employee’s
tax return.
Similarly, the five-year participation require
ment for rollovers is eliminated, effective for tax
able years beginning after December 31, 1977.
There are other changes that effect excess IRA
contributions. Now, excess contributions may be
deducted in the year such excess is utilized. This
provision is retroactive to taxable years beginning
after December 31, 1975.
These and other IRA changes will be of interest
to a great many people. In order to help in this
regard, a list of items concerning taxpayers and
the effective dates of provisions relating to IRAs
in the Revenue Act of 1978 has just been published.
The list was compiled by Rep. Sam Gibbons
(D. Fla.), chairman of the Ways and Means Over
sight Subcommittee, and contains a brief descrip
tion of the various actions that taxpayers must
take by 12/31/78 and 4/15/79 to take advantage
of the provisions of the new tax law that affect
IRAs.
Copies of this checklist may be obtained from
the House Ways and Means Subcommittee on
Oversight, Washington, D.C. 20515.

Record Retention Guide Available

The 1978 edition of Guide to Record Retention
Requirements, published by the Office of the Fed
eral Register, is now available.
Recordkeeping requirements for nearly every
federal agency, department and office are included
in the guide along with the names, addresses and
telephone numbers of persons who may be con
tacted for further information. The guide will
afford instant reference to what records must be
kept, by whom and for how long.
Copies can be obtained by writing to: the Su
perintendent of Documents, U.S. Government
Printing Office, Washington, D.C. 20402. The cost
is $2.50 per copy.
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Good Pay and Job Prospects for Accounting
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Income Tax Appeal Procedure. May 1978, p. 4.
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February 1978, p. 4.
Insights into Local Firms’ Libraries. July 1978, p. 3.
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Nothing's Easy. October 1978, p. 7.
On Managing a Practice. June 1978, p. 5.
On-the-Job Training. June 1978, p. 1.
Operations Control Foremanship.
Norman C. Batchelder and Paul Browner.
October 1978, p. 4.
Personnel Evaluation. Martin M. Prague.
August 1978, p. 6.
Planned Specialization: An Opportunity for Growth.
Mahlon Rubin. December 1977, p. 6.
(A) Point of Interest. September 1978, p. 4.
Practice Management Profile.
April 1978, p. 5.
May 1978, p. 6.
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